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(f) Other educational programs. There
may also be other educational pro-
grams not included in the foregoing in
which a provider institution is en-
gaged. Appropriate consideration will
be given by the intermediary and
HCFA to the costs incurred for those
activities that come within the pur-
view of the principle when determining
the allowable costs for apportionment
under the Medicare program.

(g) Calculating net cost. Net costs of
approved educational activities are de-
termined by deducting, from a pro-
vider’s total costs of these activities,
revenues it receives from tuition. For
this purpose, a provider’s total costs
include trainee stipends, compensation
of teachers, and other direct and indi-
rect costs of the activities as deter-
mined under the Medicare cost-finding
principles in § 413.24.

(h) Medicare+Choice organizations. (1)
Effective January 1, 1999,
Medicare+Choice organizations may re-
ceive direct graduate medical edu-
cation payments for the time that resi-
dents spend in nonhospital provider
settings such as freestanding clinics,
nursing homes, and physicians’ offices
in connection with approved programs.

(2) Medicare+Choice organizations
may receive direct graduate medical
education payments if all of the fol-
lowing conditions are met:

(i) The resident spends his or her
time in patient care activities.

(ii) The Medicare+Choice organiza-
tion incurs ‘‘all or substantially all’’ of
the costs for the training program in
the nonhospital setting as defined in
§ 413.86(b).

(iii) There is a written agreement be-
tween the Medicare+Choice organiza-
tion and the nonhospital site that indi-
cates the Medicare+Choice organiza-
tion will incur the costs of the resi-
dent’s salary and fringe benefits and
provide reasonable compensation to
the nonhospital site for teaching ac-
tivities.

(3) A Medicare+Choice organization’s
allowable direct graduate medical edu-
cation costs, subject to the redistribu-
tion and community support principles
in § 413.85(c), consist of—

(i) Residents’ salaries and fringe ben-
efits (including travel and lodging
where applicable); and

(ii) Reasonable compensation to the
nonhospital site for teaching activities
related to the training of medical resi-
dents.

(4) The direct graduate medical edu-
cation payment is equal to the product
of—

(i) The lower of—
(A) The Medicare+Choice organiza-

tion’s allowable direct graduate med-
ical education costs per resident as de-
fined in paragraph (h)(3) of this section;
or

(B) The national average per resident
amount; and

(ii) Medicare’s share, which is equal
to the ratio of the number of Medicare
beneficiaries enrolled to the total num-
ber of individuals enrolled in the
Medicare+Choice organization.

(5) Direct graduate medical edu-
cation payments made to
Medicare+Choice organizations under
this section are made from the Federal
Supplementary Medical Insurance
Trust Fund.

[51 FR 34793, Sept. 30, 1986, as amended at 54
FR 40315, Sept. 29, 1989; 63 FR 41005, July 31,
1998]

§ 413.86 Direct graduate medical edu-
cation payments.

(a) Statutory basis and scope—(1) Basis.
This section implements section 1886(h)
of the Act by establishing the method-
ology for Medicare payment of the cost
of direct graduate medical educational
activities.

(2) Scope. This section applies to
Medicare payments to hospitals and
hospital-based providers for the costs
of approved residency programs in
medicine, osteopathy, dentistry, and
podiatry for cost reporting periods be-
ginning on or after July 1, 1985.

(b) Definitions. For purposes of this
section, the following definitions
apply:

Affiliated group means—
(1) Two or more hospitals located in

the same urban or rural area (as those
terms are defined in § 412.62(f) of this
subchapter) or in contiguous areas if
individual residents work at each of
the hospitals during the course of the
program; or

(2) If the hospitals are not located in
the same or a contiguous urban or
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rural area, the hospitals are jointly
listed—

(i) As the sponsor, primary clinical
site or major participating institution
for one or more of the programs as
these terms are used in Graduate Med-
ical Education Directory, 1997–1998; or

(ii) As the sponsor or under ‘‘affili-
ations and outside rotations’’ for one
or more programs in operation in Op-
portunities, Directory of Osteopathic
Postdoctoral Education Programs.

(3) The hospitals are under common
ownership.

All or substantially all of the costs for
the training program in the nonhospital
setting means the residents’ salaries
and fringe benefits (including travel
and lodging where applicable) and the
portion of the cost of teaching physi-
cians’ salaries and fringe benefits at-
tributable to direct graduate medical
education.

Approved geriatric program means a
fellowship program of one or more
years in length that is approved by one
of the national organizations listed in
§ 415.152 of this chapter under that re-
spective organization’s criteria for
geriatric fellowship programs.

Approved medical residency program
means a program that meets one of the
following criteria:

(1) Is approved by one of the national
organizations listed in § 415.152 of this
chapter.

(2) May count towards certification
of the participant in a specialty or sub-
specialty listed in the current edition
of either of the following publications:

(i) The Directory of Graduate Med-
ical Education Programs published by
the American Medical Association, and
available from American Medical Asso-
ciation, Department of Directories and
Publications, 515 North State Street,
Chicago, Illinois 60610; or

(ii) The Annual Report and Reference
Handbook published by the American
Board of Medical Specialties, and
available from American Board of Med-
ical Specialties, One Rotary Center,
suite 805, Evanston, Illinois 60201.

(3) Is approved by the Accreditation
Council For Graduate Medical Edu-
cation (ACGME) as a fellowship pro-
gram in geriatric medicine.

(4) Is a program that would be ac-
credited except for the accrediting

agency’s reliance upon an accredita-
tion standard that requires an entity
to perform an induced abortion or re-
quire, provide, or refer for training in
the performance of induced abortions,
or make arrangements for such train-
ing, regardless of whether the standard
provides exceptions or exemptions.

Base period means a cost reporting
period that began on or after October 1,
1983 but before October 1, 1984.

CPI—U stands for the Consumer
Price Index for All Urban Consumers as
compiled by the Bureau of Labor Sta-
tistics.

Foreign medical graduate means a resi-
dent who is not a graduate of a med-
ical, osteopathy, dental, or podiatry
school, respectively, accredited or ap-
proved as meeting the standards nec-
essary for accreditation by one of the
following organizations:

(1) The Liaison Committee on Med-
ical Education of the American Med-
ical Association.

(2) The American Osteopathic Asso-
ciation.

(3) The Commission on Dental Ac-
creditation.

(4) The Council on Podiatric Medical
Education.

FMGEMS stands for the Foreign Med-
ical Graduate Examination in the Med-
ical Sciences (Part I and Part II).

FTE stands for full-time equivalent.
Medicare patient load means, with re-

spect to a hospital’s cost reporting pe-
riod, the total number of hospital inpa-
tient days during the cost reporting pe-
riod that are attributable to patients
for whom payment is made under Medi-
care Part A divided by total hospital
inpatient days. In calculating inpatient
days, inpatient days in any distinct
part of the hospital furnishing a hos-
pital level of care are included and
nursery days are excluded.

Primary care resident is a resident en-
rolled in an approved medical resi-
dency training program in family med-
icine, general internal medicine, gen-
eral pediatrics, preventive medicine,
geriatric medicine or osteopathic gen-
eral practice.

Resident means an intern, resident, or
fellow who participates in an approved
medical residency program, including
programs in osteopathy, dentistry, and
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podiatry, as required in order to be-
come certified by the appropriate spe-
cialty board.

(c) Payment for graduate medical edu-
cation costs—General rule. Beginning
with cost reporting periods starting on
or after July 1, 1985, hospitals, includ-
ing hospital-based providers, are paid
for the costs of approved graduate med-
ical education programs as described in
paragraph (d) through (h) of this sec-
tion.

(d) Calculating payment for graduate
medical education costs. A hospital’s
Medicare payment for the costs of an
approved residency program is cal-
culated as follows:

(1) Step one. The hospital’s updated
per resident amount (as determined
under paragraph (e) of this section) is
multipled by the actual number of FTE
residents (as determined under para-
graph (g) of this section). This result is
the aggregate approved amount for the
cost reporting period.

(2) Step two. The product derived in
step one is multipled by the hospital’s
Medicare patient load.

(3) Step three. For portions of cost re-
porting periods beginning on or after
January 1, 1998, the product derived in
step one is multiplied by the propor-
tion of the hospital’s inpatient days at-
tributable to individuals who are en-
rolled under a risk-sharing contract
with an eligible organization under sec-
tion 1876 of the Act and who are enti-
tled to Medicare Part A or with a
Medicare+Choice organization under
Title XVIII, Part C of the Act. This
amount is multiplied by an applicable
payment percentage equal to—

(i) 20 percent for 1998;
(ii) 40 percent for 1999;
(iii) 60 percent in 2000;
(iv) 80 percent in 2001; and
(v) 100 percent in 2002 and subsequent

years.
(4) Step four. Add the results of steps

2 and 3.
(5) Step five. The product derived in

step two is apportioned between Part A
and Part B of Medicare based on the
ratio of Medicare’s share of reasonable
costs excluding graduate medical edu-
cation costs attributable to each part
as determined through the Medicare
cost report.

(e) Determining per resident amounts
for the base period—(1) For the base pe-
riod. (i) Except as provided in para-
graph (e)(4) of this section, the inter-
mediary determines a base-period per
resident amount for each hospital as
follows:

(A) Determine the allowable grad-
uate medical education costs for the
cost reporting period beginning on or
after October 1, 1983 but before October
1, 1984. In determining these costs,
graduate medical education costs allo-
cated to the nursery cost center, re-
search and other nonreimbursable cost
centers, and hospital-based providers
that are not participating in Medicare
are excluded and graduate medical edu-
cation costs allocated to distinct-part
hospital units and hospital-based pro-
viders that participate in Medicare are
included.

(B) Divide the costs calculated in
paragraph (e)(1)(i)(A) of this section by
the average number of FTE residents
working in all areas of the hospital
complex (including those areas whose
costs were excluded under paragraph
(e)(1)(i)(A) of this section) for its cost
reporting period beginning on or after
October 1, 1983 but before October 1,
1984.

(ii) In determining the base-period
per resident amount under paragraph
(e)(1)(i) of this section, the inter-
mediary—

(A) Verifies the hospital’s base-period
graduate medical education costs and
the hospital’s average number of FTE
residents;

(B) Excludes from the base-period
graduate medical education costs any
nonallowable or misclassified costs, in-
cluding those previously allowed under
§ 412.113(b)(3) of this chapter; and

(C) Upon a hospital’s request, in-
cludes graduate medical education
costs that were misclassified as oper-
ating costs during the hospital’s pro-
spective payment base year and were
not allowable under § 412.113(b)(3) of
this chapter during the graduate med-
ical education base period. These costs
may be included only if the hospital re-
quests an adjustment of its prospective
payment hospital-specific rate or tar-
get amount as described in paragraph
(k)(1) of this section.
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(iii) If the hospital’s cost report for
its GME base period is no longer sub-
ject to reopening under § 405.1885 of this
chapter, the intermediary may modify
the hospital’s base-period costs solely
for purposes of computing the per resi-
dent amount.

(iv) If the intermediary modifies a
hospital’s base-period graduate medical
education costs as described in para-
graph (e)(1)(ii)(B) of this section, the
hospital may request an adjustment of
its prospective payment hospital-spe-
cific rate or target amount as described
in paragraph (k)(1) of this section.

(v) The intermediary notifies each
hospital that either had direct grad-
uate medical education costs or re-
ceived indirect education payment in
its cost reporting period beginning on
or after October 1, 1984 and before Octo-
ber 1, 1985 of its base-period average per
resident amount. A hospital may ap-
peal this amount within 180 days of the
date of that notice.

(2) For cost reporting periods beginning
on or after July 1, 1985 and before July 1,
1986. For cost reporting periods begin-
ning on or after July 1, 1985 and before
July 1, 1986, a hospital’s base-period per
resident amount is adjusted as follows:

(i) If a hospital’s base period began
on or after October 1, 1983 and before
July 1, 1984, the amount is adjusted by
the percentage change in the CPI–U
that occurred between the hospital’s
base period and the first cost reporting
period to which the provisions of this
section apply. The adjusted amount is
then increased by one percent.

(ii) If a hospital’s base period began
on or after July 1, 1984 and before Octo-
ber 1, 1984, the amount is increased by
one percent.

(3) For cost reporting periods beginning
on or after July 1, 1986. For cost report-
ing periods beginning on or after July
1, 1986, a hospital’s base-period per resi-
dent amount is adjusted as follows:

(i) Except as provided in paragraph
(e)(3)(ii) of this section, each hospital’s
per resident amount for the previous
cost reporting is adjusted by the pro-
jected change in the CPI-U for the 12-
month cost reporting period. This ad-
justment is subject to revision during
the settlement of the cost report to re-
flect actual changes in the CPI-U that

occurred during the cost reporting pe-
riod.

(ii) For cost reporting periods begin-
ning on or after October 1, 1993 through
September 30, 1995, each hospital’s per
resident amount for the previous cost
reporting period will not be adjusted
for any resident FTEs who are not ei-
ther a primary care resident or an ob-
stetrics and gynecology resident.

(4) Exceptions—(i) Base period for cer-
tain hospitals. If a hospital did not have
any approved medical residency train-
ing programs or did not participate in
Medicare during the base period, but
either condition changes in a cost re-
porting period beginning on or after
July 1, 1985, the intermediary estab-
lishes a per resident amount for the
hospital using the information from
the first cost reporting period during
which the hospital participates in
Medicare and the residents are on duty
during the first month of that period.
Any graduate medical education pro-
gram costs incurred by the hospital be-
fore that cost reporting period are re-
imbursed on a reasonable cost basis.
The per resident amount is based on
the lower of the following:

(A) The hospital’s actual costs, in-
curred in connection with the graduate
medical education program for the hos-
pital’s first cost reporting period in
which residents were on duty during
the first month of the cost reporting
period.

(B) The mean value of per resident
amounts of hospitals located in the
same geographic wage area, as that
term is used in the prospective pay-
ment system under part 412 of this
chapter, for cost reporting periods be-
ginning in the same fiscal years. If
there are fewer than three amounts
that can be used to calculate the mean
value, the calculation of the per resi-
dent amounts includes all hospitals in
the hospital’s region as that term is
used in § 412.62(f)(1)(i).

(ii) Short or long base-period cost re-
porting periods. If a hospital’s base-pe-
riod cost reporting period reflects grad-
uate medical education costs for a pe-
riod that is shorter than 50 weeks or
longer than 54 weeks, the intermediary
converts the allowable costs for the
base period into a daily figure. The
daily figure is then multiplied by 365 or
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366, as appropriate, to derive the ap-
proved per resident amount for a 12-
month base-period cost reporting pe-
riod. If a hospital has two cost report-
ing periods beginning in the base pe-
riod, the later period serves as the
base-period cost reporting period.

(iii) Short or long cost reporting periods
beginning on or after July 1, 1985. If a
hospital’s cost reporting period is
shorter than 50 weeks or longer than 54
weeks, the hospital’s intermediary
should contact HCFA Central Office to
receive a special CPI–U adjustment fac-
tor.

(f) Determining the total number of FTE
residents. Subject to the weighting fac-
tors in paragraphs (g) and (h) of this
section, the count of FTE residents is
determined as follows:

(1) Residents in an approved program
working in all areas of the hospital
complex may be counted.

(2) No individual may be counted as
more than one FTE. Except as provided
in paragraphs (f)(3) and (4) of this sec-
tion, if a resident spends time in more
than one hospital or, in a nonprovider
setting, the resident counts as partial
FTE based on the proportion of time
worked at the hospital to the total
time worked. A part-time resident
counts as a partial FTE based on the
proportion of allowable time worked
compared to the total time necessary
to fill a full-time internship or resi-
dency slot.

(3) On or after July, 1, 1987 and for
portions of cost reporting periods oc-
curring before January 1, 1999, the time
residents spend in nonprovider settings
such as freestanding clinics, nursing
homes, and physicians’ offices in con-
nection with approved programs is not
excluded in determining the number of
FTE residents in the calculation of a
hospital’s resident count if the fol-
lowing conditions are met—

(i) The resident spends his or her
time in patient care activities.

(ii) There is a written agreement be-
tween the hospital and the outside en-
tity that states that the resident’s
compensation for training time spent
outside of the hospital setting is to be
paid by the hospital.

(4) For portions of cost reporting pe-
riods occurring on or after January 1,
1999, the time residents spend in non-

provider settings such as freestanding
clinics, nursing homes, and physicians’
offices in connection with approved
programs may be included in deter-
mining the number of FTE residents in
the calculation of a hospital’s resident
count if the following conditions are
met—

(i) The resident spends his or her
time in patient care activities.

(ii) The written agreement between
the hospital and the nonhospital site
must indicate that the hospital will
incur the cost of the resident’s salary
and fringe benefits while the resident is
training in the nonhospital site and the
hospital is providing reasonable com-
pensation to the nonhospital site for
supervisory teaching activities. The
agreement must indicate the com-
pensation the hospital is providing to
the nonhospital site for supervisory
teaching activities.

(iii) The hospital must incur all or
substantially all of the costs for the
training program in the nonhospital
setting in accordance with the defini-
tion in paragraph (b) of this section.

(g) Determining the weighted number of
FTE residents. Subject to the provisions
in paragraph (h) of this section, HCFA
determines a hospital’s number of FTE
residents by applying a weighting fac-
tor to each resident and then summing
the resulting numbers that represent
each resident. The weighting factor is
determined as follows:

(1) For purposes of this section, an
initial residency period is the number
of years necessary to satisfy the min-
imum requirements for certification in
a specialty or subspecialty, plus one
year. Effective August 10, 1993, resi-
dents or fellows in an approved preven-
tive medicine residency or fellowship
program may also be counted as a full
FTE resident for up to two additional
years beyond the initial residency pe-
riod limitations. Effective July 1, 1995,
an initial residency period is defined as
the minimum number of years required
for board eligibility. An initial resi-
dency period may not exceed five years
in order to be counted toward deter-
mining FTE status except in the case
of fellows in an approved geriatric pro-
gram whose initial residency period
may last up to two additional years.
For combined residency programs, an
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initial residency period is defined as
the time required for individual certifi-
cation in the longer of the programs. If
the resident is enrolled in a combined
medical residency training program in
which all of the individual programs
(that are combined) are for training
primary care residents (as defined in
paragraph (b) of this section) or obstet-
rics and gynecology residents, the ini-
tial residency period is the time re-
quired for individual certification in
the longer of the programs plus one
year.

(i) For residency programs other
than those specified in paragraphs
(g)(1)(ii) and (g)(1)(iii) of this section,
the initial residency period is the min-
imum number of years of formal train-
ing necessary to satisfy the require-
ments for initial board eligibility in
the particular specialty for which the
resident is training, as specified in the
most recently published edition of the
Graduate Medical Education Directory.

(ii) For residency programs in osteop-
athy, dentistry, and podiatry, the min-
imum requirement for certification in
a specialty or subspecialty is the min-
imum number of years of formal train-
ing necessary to satisfy the require-
ments of the appropriate approving
body listed in § 415.152 of this chapter.

(iii) For residency programs in geri-
atric medicine, accredited by the ap-
propriate approving body listed in
415.152 of this chapter, these programs
are considered approved programs on
the later of—

(A) The starting date of the program
within a hospital; or

(B) The hospital’s cost reporting peri-
ods beginning on or after July 1, 1985.

(iv) The time spent in residency pro-
grams that do not lead to certification
in a specialty or subspecialty, but that
otherwise meet the definition of ap-
proved programs, as described in para-
graph (b) of this section, is counted to-
ward the initial residency period limi-
tation.

(2) If the resident is in an initial resi-
dency period, the weighting factor is
one.

(3) If the resident is not in an initial
residency period, the weighting factor
is 1.00 during the period beginning on
or after July 1, 1985 and before July 1,
1986, .75 during the period beginning on

or after July 1, 1986 and before July 1,
1987 and is .50 thereafter without re-
gard to the hospital’s cost reporting
period.

(4) For purposes of determining di-
rect graduate medical education pay-
ment, for cost reporting periods begin-
ning on or after October 1, 1997, a hos-
pital’s unweighted FTE count for resi-
dents in allopathic and osteopathic
medicine may not exceed the hospital’s
unweighted FTE count for these resi-
dents for the most recent cost report-
ing period ending on or before Decem-
ber 31, 1996. If the hospital’s number of
FTE residents in a cost reporting pe-
riod beginning on or after October 1,
1997, exceeds the limit described in this
paragraph (g), the hospital’s weighted
FTE count (before application of the
limit) will be reduced in the same pro-
portion that the number of FTE resi-
dents for that cost reporting period ex-
ceeds the number of FTE residents for
the most recent cost reporting period
ending on or before December 31, 1996.
Hospitals that are part of the same af-
filiated group may elect to apply the
limit on an aggregate basis. The fiscal
intermediary may make appropriate
modifications to apply the provisions
of this paragraph (g)(4) based on the
equivalent of a 12-month cost reporting
period.

(5) For purposes of determining di-
rect graduate medical education pay-
ment, for the hospital’s first cost re-
porting period beginning on or after
October 1, 1997, the hospital’s weighted
FTE count is equal to the average of
the weighted FTE count for the pay-
ment year cost reporting period and
the preceding cost reporting period.
For cost reporting periods beginning on
or after October 1, 1998, the hospital’s
weighted FTE count is equal to the av-
erage of the weighted FTE count for
the payment year cost reporting period
and the preceding two cost reporting
periods. The fiscal intermediary may
make appropriate modifications to
apply the provisions of this paragraph
based on the equivalent of 12-month
cost reporting periods. If a hospital
qualifies for an adjustment to the limit
established under paragraph (g)(4) of
this section for new medical residency
programs created under paragraph
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(g)(6) of this section, the count of resi-
dents participating in new medical
residency training programs above the
number included in the hospital’s FTE
count for the cost reporting period end-
ing during calendar year 1996 is added
after applying the averaging rules in
this paragraph for a period of years.
Residents participating in new medical
residency training programs are in-
cluded in the hospital’s FTE count be-
fore applying the averaging rules after
the period of years has expired. For
purposes of this paragraph, the period
of years equals the minimum accred-
ited length for the type of program.
The period of years begins when the
first resident begins training.

(6) If a hospital establishes a new
medical residency training program as
defined in paragraph (g)(9) of this sec-
tion on or after January 1, 1995, the
hospital’s FTE cap described under
paragraph (g)(4) of this section may be
adjusted as follows:

(i) If a hospital had no allopathic or
osteopathic residents in its most re-
cent cost reporting period ending on or
before December 31, 1996, and it estab-
lishes a new medical residency training
program on or after January 1, 1995,
the hospital’s unweighted FTE resident
cap under paragraph (g)(4) of this sec-
tion may be adjusted based on the
product of the highest number of resi-
dents in any program year during the
third year of the first program’s exist-
ence for all new residency training pro-
grams and the number of years in
which residents are expected to com-
plete the program based on the min-
imum accredited length for the type of
program. The adjustment to the cap
may not exceed the number of accred-
ited slots available to the hospital for
the new program.

(A) If the residents are spending an
entire program year (or years) at one
hospital and the remainder of the pro-
gram at another hospital, the adjust-
ment to each respective hospital’s cap
is equal to the product of the highest
number of residents in any program
year during the third year of the first
program’s existence and the number of
years the residents are training at each
respective hospital.

(B) Prior to the implementation of
the hospital’s adjustment to its FTE

cap beginning with the fourth year of
the hospital’s residency program(s),
the hospital’s cap may be adjusted dur-
ing each of the first 3 years of the hos-
pital’s new residency program using
the actual number of residents partici-
pating in the new program. The adjust-
ment may not exceed the number of ac-
credited slots available to the hospital
for each program year.

(C) Except for rural hospitals, the cap
will not be adjusted for new programs
established more than 3 years after the
first program begins training residents.

(D) An urban hospital that qualifies
for an adjustment to its FTE cap under
paragraph (g)(6)(i) of this section is not
permitted to be part of an affiliated
group for purposes of establishing an
aggregate FTE cap.

(E) A rural hospital that qualifies for
an adjustment to its FTE cap under
paragraph (g)(6)(i) of this section is
permitted to be part of an affiliated
group for purposes of establishing an
aggregate FTE cap.

(ii) If a hospital had allopathic or os-
teopathic residents in its most recent
cost reporting period ending on or be-
fore December 31, 1996, the hospital’s
unweighted FTE cap may be adjusted
for new medical residency training pro-
grams established on or after January
1, 1995 and on or before August 5, 1997.
The adjustment to the hospital’s FTE
resident limit for the new program is
based on the product of the highest
number of residents in any program
year during the third year of the newly
established program and the number of
years in which residents are expected
to complete each program based on the
minimum accredited length for the
type of program.

(A) If the residents are spending an
entire program year (or years) at one
hospital and the remainder of the pro-
gram at another hospital, the adjust-
ment to each respective hospital’s cap
is equal to the product of the highest
number of residents in any program
year during the third year of the first
program’s existence and the number of
years the residents are training at each
respective hospital.

(B) Prior to the implementation of
the hospital’s adjustment to its FTE
cap beginning with the fourth year of
the hospital’s residency program, the
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hospital’s cap may be adjusted during
each of the first 3 years of the hos-
pital’s new residency program, using
the actual number of residents in the
new programs. The adjustment may
not exceed the number of accredited
slots available to the hospital for each
program year.

(iii) If a hospital with allopathic or
osteopathic residents in its most re-
cent cost reporting period ending on or
before December 31, 1996, is located in a
rural area (or other hospitals located
in rural areas that added residents
under paragraph (g)(6)(i) of this sec-
tion), the hospital’s unweighted FTE
limit may be adjusted in the same
manner described in paragraph (g)(6)(ii)
of this section to reflect the increase
for residents in the new medical resi-
dency training programs established
after August 5, 1997. For these hos-
pitals, the limit will be adjusted for ad-
ditional new programs but not for ex-
pansions of existing or previously ex-
isting programs.

(iv) A hospital seeking an adjustment
to the limit on its unweighted resident
count policy must provide documenta-
tion to its fiscal intermediary justi-
fying the adjustment.

(7) A hospital that began construc-
tion of its facility prior to August 5,
1997, and sponsored new medical resi-
dency training programs on or after
January 1, 1995 and on or before August
5, 1997, that either received initial ac-
creditation by the appropriate accred-
iting body or temporarily trained resi-
dents at another hospital(s) until the
facility was completed, may receive an
adjustment to its FTE cap.

(i) The newly constructed hospital’s
FTE cap is equal to the lesser of:

(A) The product of the highest num-
ber of residents in any program year
during the third year of the newly es-
tablished program and the number of
years in which residents are expected
to complete the programs based on the
minimum accredited length for each
type of program; or

(B) The number of accredited slots
available to the hospital for each year
of the programs.

(ii) If the new medical residency
training programs sponsored by the
newly constructed hospital have been
in existence for 3 years or more by the

time the residents begin training at
the newly constructed hospital, the
newly constructed hospital’s cap will
be based on the number of residents
training in the third year of the pro-
grams begun at the temporary training
site.

(iii) If the new medical residency
training programs sponsored by the
newly constructed hospital have been
in existence for less than 3 years by the
time the residents begin training at
the newly constructed hospital, the
newly constructed hospital’s cap will
be based on the number of residents
training at the newly constructed hos-
pital in the third year of the programs
(including the years at the temporary
training site).

(iv) A hospital that qualifies for an
adjustment to its FTE cap under para-
graph (g)(7) of this section may be part
of an affiliated group for purposes of
establishing an aggregate FTE cap.

(v) The provisions of this paragraph
(g)(7) are applicable during portions of
cost reporting periods occurring on or
after October 1, 1999.

(8) A hospital may receive a tem-
porary adjustment to its FTE cap to
reflect residents added because of an-
other hospital’s closure if the hospital
meets the following criteria:

(i) The hospital is training additional
residents from a hospital that closed
on or after July 1, 1996.

(ii) No later than 60 days after the
hospital begins to train the residents,
the hospital submits a request to its
fiscal intermediary for a temporary ad-
justment to its FTE cap, documents
that the hospital is eligible for this
temporary adjustment by identifying
the residents who have come from the
closed hospital and have caused the
hospital to exceed its cap, and specifies
the length of time the adjustment is
needed.

(iii) For purposes of paragraph (g)(8)
of this section, ‘‘closure’’ means the
hospital terminates its Medicare agree-
ment under the provisions of § 489.52 of
this chapter.

(9) For purposes of paragraph (g) of
this section, a new medical residency
training program means a medical resi-
dency that receives initial accredita-
tion by the appropriate accrediting
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body or begins training residents on or
after January 1, 1995.

(h) Determination of weighting factors
for foreign medical graduates. (1) The
weighting factor for a foreign medical
graduate is determined under the pro-
visions of paragraph (g) of this section
if the foreign medical graduate—

(i) Has passed FMGEMS; or
(ii) Before July 1, 1986, received cer-

tification from, or passed an examina-
tion of, the Educational Committee for
Foreign Medical Graduates.

(2) Before July 1, 1986, the weighting
factor for a foreign medical graduate is
1.0 times the weight determined under
the provisions of paragraph (g) of this
section. On or after July 1, 1986, and be-
fore July 1, 1987, the weighting factor
for a graduate of a foreign medical
school who was in a residency program
both before and after July 1, 1986 but
who does not meet the requirements
set forth in paragraph (h)(1) of this sec-
tion is .50 times the weight determined
under the provisions of paragraph (g) of
this section.

(3) On or after July 1, 1987, these for-
eign medical graduates are not counted
in determining the number of FTE resi-
dents.

(4) During the cost reporting period
in which a foreign medical graduate
passes FMGEMS, the weighting factor
for that resident is determined under
the provisions of paragraph (g) of this
section for the part of the cost report-
ing period beginning with the month
the resident passes the test.

(5) On or after September 1, 1989, the
National Board of Medical Examiners
Examination, Parts I and II, may be
substituted for FMGEMS for purposes
of the determination made under para-
graphs (h)(1) and (h)(4) of this section.

(6) On or after June 1, 1992, the
United States Medical Licensing Ex-
amination may be substituted for the
FMGEMS for purposes of the deter-
mination made under paragraphs (h)(1)
and (h)(4) of this section. On or after
July 1, 1993 only the results of steps I
and II of the United States Medical Li-
censing Examination shall be accepted
for purposes of making this determina-
tion.

(i) To include a resident in the FTE
count for a particular cost reporting

period, the hospital must furnish the
following information.

The information must be certified by
an official of the hospital and, if dif-
ferent, an official responsible for ad-
ministering the residency program.

(1) The name and social security
number of the resident.

(2) The type of residency program in
which the individual participates and
the number of years the resident has
completed in all types of residency pro-
grams.

(3) The dates the resident is assigned
to the hospital and any hospital-based
providers.

(4) The dates the resident is assigned
to other hospitals, or other free-
standing providers, and any nonpro-
vider setting during the cost reporting
period, if any.

(5) The name of the medical, osteo-
pathic, dental, or podiatric school from
which the resident graduated and the
date of graduation.

(6) If the resident is an FMG, docu-
mentation concerning whether the
resident has satisfied the requirements
of paragraph (h) of this section.

(7) The name of the employer paying
the resident’s salary.

(j) Special rules for States that formerly
had a waiver from Medicare reimburse-
ment principles. (1) Effective for cost re-
porting periods beginning on or after
January 1, 1986, hospitals in States
that, prior to becoming subject to the
prospective payment system, had a
waiver for the operation of a State re-
imbursement control system under sec-
tion 1886(c) of the Act, section 402 of
the Social Security Amendments of
1967 (42 U.S.C. 1395b–1 or section 222(a)
of the Social Security Amendment of
1972 (42 U.S.C. 1395b–1 (note)) are per-
mitted to change the order in which
they allocate administrative and gen-
eral costs to the order specified in the
instructions for the Medicare cost re-
port.

(2) For hospitals making this elec-
tion, the base-period costs for the pur-
pose of determining the per resident
amount are adjusted to take into ac-
count the change in the order by which
they allocate administrative and gen-
eral costs to interns and residents in
approved program cost centers.
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(3) Per resident amounts are deter-
mined for the base period and updated
as described in paragraph (e) of this
section. For cost reporting periods be-
ginning on or after January 1, 1986,
payment is made based on the method-
ology described in paragraph (d) of this
section.

(k) Adjustment of a hospital’s target
amount or prospective payment hospital-
specific rate—(1) Misclassified operating
costs—(i) General rule. If a hospital has
its base-period graduate medical edu-
cation costs reduced under paragraph
(e)(1) of this section because those
costs included misclassified operating
costs, the hospital may request that
the intermediary review the classifica-
tion of the affected costs in its rate-of-
increase ceiling or prospective pay-
ment base year for purposes of adjust-
ing the hospital’s target amount or
hospital-specific rate. For those cost
reports that are not subject to reopen-
ing under § 405.1885 of this chapter, the
hospital’s reopening request must ex-
plicitly state that the review is limited
to this one issue.

(ii) Request for review. The hospital
must request review of the classifica-
tion of its rate of increase ceiling or
prospective payment base year costs no
later than 180 days after the date of the
notice by the intermediary of the hos-
pital’s base-period average per resident
amount. A hospital’s request for review
must include sufficient documentation
to demonstrate to the intermediary
that adjustment of the hospital’s hos-
pital-specific rate or target amount is
warranted.

(iii) Effect of intermediary’s review. If
the intermediary, upon review of the
hospital’s costs, determines that the
hospital’s hospital-specific rate or tar-
get amount should be adjusted, the ad-
justment of the hospital-specific rate
or the target amount is effective for
the hospital’s cost reporting periods
subject to the prospective payment
system or the rate-of-increase ceiling
that are still subject to reopening
under § 405.1885 of this chapter.

(2) Misclassification of graduate medical
education costs—(i) General rule. If costs
that should have been classified as
graduate medical education costs were
treated as operating costs during both
the graduate medical education base

period and the rate-of-increase ceiling
base year or prospective payment base
year and the hospital wishes to receive
benefit for the appropriate classifica-
tion of these costs as graduate medical
education costs in the graduate med-
ical education base period, the hospital
must request that the intermediary re-
view the classification of the affected
costs in the rate-of-increase ceiling or
prospective payment base year for pur-
poses of adjusting the hospital’s target
amount or hospital-specific rate. For
those cost reports that are not subject
to reopening under § 405.1885 of this
chapter, the hospital’s reopening re-
quest must explicitly state that the re-
view is limited to this one issue.

(ii) Request for review. The hospital
must request review of the classifica-
tion of its costs no later than 180 days
after the date of the intermediary’s no-
tice of the hospital’s base-period aver-
age per resident amount. A hospital’s
request for review must include suffi-
cient documentation to demonstrate to
the intermediary that modification of
the adjustment of the hospital’s hos-
pital-specific rate or target amount is
warranted.

(iii) Effect of intermediary’s review. If
the intermediary, upon review of the
hospital’s costs, determines that the
hospital’s hospital-specific rate or tar-
get amount should be adjusted, the ad-
justment of the hospital-specific rate
and the adjustment of the target
amount is effective for the hospital’s
cost reporting periods subject to the
prospective payment system or the
rate-of-increase ceiling that are still
subject to reopening under § 405.1885 of
this chapter.

[54 FR 40316, Sept. 29, 1989; 55 FR 290, Jan. 4,
1990, as amended at 56 FR 43243, Aug. 30, 1991;
57 FR 39830, Sept. 1, 1992; 58 FR 46343, Sept. 1,
1993; 59 FR 45401, Sept. 1, 1994; 60 FR 63189,
Dec. 8, 1995; 61 FR 46225, Aug. 30, 1996; 62 FR
46034, Aug. 29, 1997; 63 FR 26358, May 12, 1998;
63 FR 41005, July 31, 1998; 64 FR 41542, July 30,
1999]

§ 413.88 Incentive payments under
plans for voluntary reduction in
number of medical residents.

(a) Statutory basis. This section im-
plements section 1886(h)(6) of the Act,
which establishes a program under
which incentive payments may be
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